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URUGUAY: KEY ECONOMIC INDICATORS 
(Money values in million of dollars except where noted) 


% change 
1982 1983 1984 83-84 


Gross Domestic Product (GDP) 9,252 , 456 5,266 3: 


5 
Real GDP (1978 prices) 5,303 5,040 4,948 Ti; 
Resident Population (millions) 2.95 2.97 2.99 0. 
GDP per capita (dollars) 3,136 1,817 1,655 8. 


GDP by Sector (% of total GDP) 


Construction 

Manufacturing 

Agriculture 

Transport, Commerce and 
Communications 

Other 

Private Consumption 
Investment 

as % of GDP 


Balance of Payments 


Exports (FOB) 

Exports to U.S. (FOB) 

Imports (FOB) 

Imports from U.S. (CIF) 

Service receipts 

Service payments 

Transfers (net) 

Current account 

Capital account 

Money & Quasi money (% of GDP) 
Disbursed external debt (vear end) 
Foreign exchange reserves (year end) 
Debt service (public) 

Debt service (% of exports) 

Terms of trade (1978=100) 


Government Accounts 


Capital expenditures 
Current expenditures 
Current revenue 


Main Exports 


Beef 

Leather & leather wearing apparel 
Wool & Wool fabric wearing 

Fish 

Rice 


Note: Original data en New Uruguayan 
Pesos (N$) has been converted at 
N$ 1 = US$ 0.072 


*USDOC Estimate 





ECONOMIC TRENDS 


SUMMARY 


Although gross output of the Uruguayan economy declined 4.7 percent 
in 1983 following a 10 percent decline in 1982, the downward trend 
has been lower since the middle of last year, and 1984 showed only 
1.8 percent gross domestic product decline. The economy should 
begin to recover at a slow pace during 1985. However, absent an 
external stimulus such as a renewal of foreign investments, improved 
terms of trade or stronger demand from abroad for Uruguayan 
products, the level of economic activity achieved at its historic 
high point in 1980 could take several years to reach. Due to higher 
debt payments less favorable terms of trade, average incomes have 
been depressed even more than total output and, accordingly, could 
take years before returning to more prosperous times. 


Although small,: the Uruguayan market should remain an important 
market for the United States, in the Southern Cone. Imports from 
the United States increased moderately in 1984, due to a higher 
level of manufacturing activity and restocking. Best prospects are 
in the categories of electrical and communications equipment, 
scientific instruments and industrial raw materials. 


A. CURRENT ECONOMIC SITUATION AND TRENDS 


I. Overview 


The Economic Opening. In 1974 the Uruguayan Government embarked on 
an economic program whose principal themes were “export, investment, 
stability, and growth." Tariffs and non-tariff barriers were 
lowered, export restraints were reduced, public sector finances were 
brought into better balance, capital and exchange controls were 
lifted and most price controls were eliminated. From 1974 through 
1980 real GDP grew at an average rate of 4.7 percent as compared 
with 0.9 percent for the previous 20 year period. Trade increased 
at an average annual rate of 21 percent. Economic policy was less 
successful in stabilizing the economy, largely because of the 
jarring impact of capital flows, and variation of the inflation rate 
from a high of 107.2 percent in 1974 to a low of 42.8 percent in 
1980. During this period the economy experienced a high rate of 
investment, especially in the construction sector. 


Failure to Adjust. During 198] Uruguay's economic and financial 
position took a sharp turn for the worse. GDP stagnated in the 
second half of 1981 and dropped by 9.7 percent in 1982, 4.7 percent 
in 1983 and further 1.8 percent in 1984. Unemployment, which had 
been less than 6 percent of the labor force in the second quarter of 
1981 reached more than 17 percent in March 1983 and was a bit over 
13 percent in mid-1985. Inflation continued decreasing during 1981 
(29.4 percent) and 1982 (20.5 percent) but rapidly climbed to 51.5 
percent in 1983 and 66.1 percent in 1984. Through the 12 months 





ending in July of 1985, inflation as measured by the CPI had 
increased 7] percent. Among the many factors which caused the 
abrupt downturn of the Uruguayan economy, the most significant were: 
a) the world economic recession which started in 1980; b) the rapid 
changes in economic conditions in the neighboring countries (Brazil 
and Argentina) since 1981; c) the cost/price distortions arising 
from the inconsistency between domestic inflation and exchange rate 
policy. Since 1979 the rate of depreciation of the Uruguayan New 
Peso was slowed steadily in accordance with a schedule for the 
exchange rate that was published several months in advance. During 
the period January 1, 1978-November 30, i982 the exchange rate 
increased 103.7 percent (from Uruguayan New Pesos 6.98 to 14.22 per 
US dollar) while the consumer price index rose 275.4 percent. 


During 1982 Government revenue sharply declined in real terms, as a 
result of a GDP contraction, causing a deficit in the non financial 
public sector in excess of 10 percent of GDP. The monetary 
expansion required to finance the Government deficit was used by the 
private sector to demand from the Central Bank the U.S. dollars 
which were undervalued by the exchange rate system referred to 
above. After the loss of its official foreign exchange reserves and 
the accumulation of considerable foreign debt the Uruguayan 
Government adopted a floating exchange rate system in November 

1982. Soon thereafter the peso lost approximately 50 percent of its 
value vis-a-vis the dollar and since then the trend of peso 


devaluation has been pretty much in line with the rate of domestic 
inflation. 


In April 1983 a 2-year Standby Arrangement with the IMF in the 
amount of $410 million was signed. In July the Government obtained 
a deferral of 90 percent of the amortization payments due in 1983 
and 1984 on the public sector debt and a $240 million loan from a 
bank consortium. Although financial management improved during 
1983, some of the targets, particularly the limits on the deficit of 
the Central Government, were not met as of December 31. 


Accordingly, disbursements of the Standby were suspended at the end 
of the year. During 1984 Uruguay tried without success to negotiate 
a new agreement with the IMF calling for less rigorous fiscal 
targets. Even without an IMF agreement, however, in December of 
1984 Uruguay was granted by the commercial banks a rollover of 
external debt maturities falling due in the first half of 1985. 

This rollover was extended at the end of June for a further 90 days 
to allow orderly renegotiation of this debt. In September 1985 the 
GOU and the IMF agreed to an economic stabilization program and a 
standby loan ($140 million). 


The new IMF program as a whole relies heavily on export expansion, 
utilization of idle resources to increase production and reduce 
imports, and a redistribution of GDP through more emphasis on direct 
taxes in order to benefit low income sectors of the population. 


Domestic labor stability as well as continued access to foreign 
markets will also be important determinants of the program's success. 





II. Review by Sector 


The table below indicates how different sectors of the economy fared 
in 1984: 


Performance: 
Percentage Percentage Change 
Sector of GDP from 1983 


Agriculture 

Manufacturing 

Construction 

Commerce 

Transport & Communications 
Electricity, Gas & Water 
Other 
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Industrial Output. The 2 year decline in industrial production 
came to a halt in mid-1983 and thereafter output of the sector 
experienced a modest recovery. Behind the aggregate figure for 
the sector, a highly varied performance can be discerned for 
various subsectors. Export industries such as textiles, paper 
products, and electric equipment registered increases while 
industries producing for the domestic market continued to 
decline. 


In view of prospects for only limited export expansion in the 
coming months, mainly depending on recovery of the Argentine 
economy the pace of industrial recovery is unlikely to 
accelerate very much. 


During 1984 output of the meat processing industry, and meat 
exports, were adversely affected by cyclical developments in 
the stock of cattle and subsidized competition by the European 
Economic Communities. (Meat exports declined almost 39 percent 
compared to 1983.) Additional U.S. quotas on Uruguayan woolen 
textile products also adversely affected Uruguay's exports and 
economic recovery, and draft U.S. legislation to further 
restrict textile imports as well as a pending U.S. Section 201 
("escape clause") case on non-rubber footwear were of great 
concern. Much hope was placed on a commercial accord with 
Argentina negotiated around mid-year and a similar accord hoped 
for with Brazil. 


Agriculture. Despite the continuation of low commodity prices 
in international markets, conditions in this sector have shown 
some improvement over the past year. The massive peso 
devaluation ensuing from its float in November 1982 meant a 
substantial alleviation of the debt burden of a sector which, 
to a greater extent than others, had denominated its 
liabilities in pesos rather than in dollars. In addition, the 
generally closer integration of this sector with international 
markets has enabled its prices to adjust more quickly than have 





the prices of non-traded and less-traded goods and services. 
More favorable domestic terms of trade should spur increased 
sectoral output during the period immediately ahead. 


Fishing. The 1984 fish catch decreased by 10.4 percent in 
comparison with 1983, but exports increased in value from $45 
million to $48.9 million. Conditions in export markets appear 
to be favorable, and longer-term prospects indicate a much 
higher level of production. 


Tourism. Tourist receipts have more than doubled to some $210 
million for the 1984 compared to $90 million in 1983. The 
number of Argentine visitors, who account for more than 80 
percent of total receipts, reportedly rose by 17 percent in 
1984. A real exchange rate more favorable to visitors from 
neighboring countries, especially Argentina, and government 
discounts on gasoline prices presumably accounted for most of 
the increased flow. 


The Government places high priority on expansion of tourism 
earnings. Prospects are uncertain, however, in light of 
recurrent rumors from Argentina of government measures to 
restrict tourism as a means of addressing that country's 
economic problems. 


III. Expenditure Policy 


Central Government. Under the terms of the 1983 IMF Standby 


facility, the size of the central Government deficit as a 
percentage of GDP was to be reduced from about 8 percent of GDP 
in 1982 to 2 percent in 1983 and 0.75 percent in 1984. These 
targets were based on the assumption of an early and fairly 
strong economic recovery expected to follow the peso 
devaluation--a recovery which did not materialize. During 1983 
revenues rose by 1.1 percent in real terms while expenditures 
fell by 19.6 percent. As a result, the 1983 deficit was 3.9 
percent of GDP and IMF disbursements were suspended. During 
1984 revenues fell by 13.1 percent in real terms and 
expenditures fell by 3.2 percent. As a result, the 1983 
deficit was 5.3 percent of GDP. These disappointing results 
for the deficit should not obscure the considerable progress 
made in reducing the global deficit of the public sector 
(including the Central Bank) over this period. It fell from 
18.4 percent of GDP in 1982 to 16.3 percent in 1983, and 
further to 9.4 percent in 1984. Especially in light of the 
fact that GDP contracted in this period this represented a 
major fiscal adjustment by the Government. 


As salaries and transfers to the social security system account 
for about 70 percent of the Government's outlays, the real 
expenditure decrease was brought about principally by lagging 
salary adjustments to the rate of inflation and by reductions 





in the civil servant ranks. Government investment, however, 
was also reduced, by some 23 percent in real terms in 1983 as 
compared with 1982, and a further 16.1 percent in 1984. 


The slowness of economic recovery implies that the Government 
will be hard-pressed on the revenue side. At this time, the 
successive years in which government salaries and wages have 
suffered large real cuts suggest that there is little slack on 
the expenditure side. In June 1984 the Government began a | 
percent tax on foreign exchange sales and increased the value 
added tax from 18 percent to 20 percent. In October the 10 
percent tax on traditional exports was reduced to 5 percent; 
but at the same time the Government began an agricultural 
income tax with a maximum rate of 30 percent on the net 
income. In spite of these measures, 1984 current revenues 
decreased in real terms by 13 percent compared with 1983. 
Under the new administration installed in March 1, 1985 a 
change in the tax structure with more emphasis on direct taxes, 
and a restructuring of budget expenditures, are expected. 


State Enterprises. The financial performance of State 
enterprises in the non-financial sector has improved 
considerably over the past year. State monopolies have in 
general raised their prices and tariffs faster than the rate of 
inflation. Those which were constrained by competition or 
social reasons from freely adjusting rates, such as the 


railroad company, continued to incur sizable losses in their 
operations. 


The State-owned Mortgage Bank accounted by far for the largest 
part of the deficit of state enterprises in 1984. Bank 
revenues continued to fall as lower economic activity and wages 
have curtailed mortgagors' capacities for payments. Because 
social policy has dictated maintenance of a housing program to 
support the labor-intensive construction industry, the Mortgage 
Bank has had to sustain outlays at its pre-recession level 
despite the much higher cost of funds. The implicit subsidy 
has been financed by the Central Bank and the Bank of the 
Republic. 


IV. Employment and Wages 


Employment. The latest employment survey of Montevideo showed 
a seasonally unadjusted unemployment rate of 13.2 percent for 
May 1985. Unemployment rates in recent months have been 
running about 1 to 1.5 percent below the unemployment high of a 
year ago. The decline in the unemployment rate may be due in 
part to a decrease in the labor force as some marginal workers 
give up on efforts to find jobs. Between 1983 and 1984 the 
labor force is estimated to have expanded by only 1.9 percent 
to 571 thousand and the number of unemployed to have decreased 
7.7 percent to 80.6 thousand. In more recent months the drop 
in the unemployment rate is probably due more to increased 
employment rather than losses in the labor force. 





Unemployment Rates 


Mar-May 85 Mar-May 84 
Quarter Quarter 
Percentage Percentage 


Manufacturing 11.0 14.1 
Construction 1.5 14.8 
Commerce ins YS.0 
Transport & Communications 3.6 6.5 
Bank & Finance 5.9 8.2 
Other Services 8.5 8.1 


Wages. The real wage rate had fallen by December 1984 by 28 
percent from the cyclical peak reached in January 1982, and 
by 48.5 percent from the 1968 base level. Economic policy is 
to progressively increase real wages by means of salary 
increases slightly higher than the rate of inflation. As of 
April 1985 real wages had increased by 7.3 percent compared 
with the 1984 fourth quarter average, but this reflected more 
the increased bargaining power and aggressivenes; of labor 
unions than economic recovery. Notwithstanding pre- and 
post-election efforts by political leaders to develop a 
national consensus on major issues and thus ensure a period 
of tranquility in which the new government could begin its 
administration, an increasing number of work stoppages in 
both the private and public sector inconvenienced the public 
and, it was generally assumed, retarded the resumption of 
economic growth. Various legal measures were suggested to 
address labor-management relations. At the time of this 
writing, tripartite wage advisory councils of labor, 
management, and government for many sectors, and a new appeal 
by the Government for a discussion process to foster a social 
accord, had not succeeded in defusing this troublesome 
problem. 


V. Money, Interest Rates and Debt 


Money. For 1983 and 1984 the money supply, whether measured 
by currency in circulation and sight deposits (Ml) or by the 
broader definition which includes term deposits (M2), has 
risen less than the general price level. Exchange rate 
uncertainties and a lower level of transactions have 
motivated money holders to economize on real balances. In 
recent months high real interest rates and possibly greater 
public confidence in monetary policy have induced a modest 


shift in holders' preferences towards maintaining larger real 
balances. 


In early 1984 the Central Bank announced a target of monetary 
expansion (Ml) of three percent per month (i.e., a 42 percent 
annual rate) with deviations of no more than .25 percent from 
the target. The average rate during the first 3 months of 

1984 was slightly below the target rate but by the end of the 





year the monthly average rate increased to 3.83 percent 
making a total increase of 57 percent for the year in nominal 
terms. Monetary growth (M1) was somewhat slower in the early 
months of 1985. 


Inflation. Price adjustments ensuing from the floating of 
the peso caused the Consumer Price Index (CPI) to rise by 
18.6 percent during the first 2 months of 1983. Thereafter, 
the consumer price index (CPI) rose at a monthly rate of 2.48 
percent for the balance of the year. Again in 1984 the rate 
of price increase accelerated during the early part of the 
year, largely due to a bunching of tariff and price 
adjustments by state enterprises. At the end of 1984 the CPI 
had increased 66.3 percent. For 1985 the Government aimed 
for no more than a 70 percent CPI increase. Through June, 
however, the CPI had risen at a monthly average rate of 5.26 
percent, or 85 percent on an annualized basis. Much will 
depend on whether the Government can meet its fiscal target 
and whether the Central Bank is able to meet its monetary 
target. 


Interest Rates. In this unrestricted currency exchange 
market, the level of depositor interest rates is essentially 
determined by exchange rate expectations and the size of the 
risk premium. Hence, real peso interest rates can deviate 
substantially from real international rates. During the past 
year the nominal deposit rate has averaged about 12 percent 
higher than the annualized rate of inflation. An additional 
12-15 percent is added to the rate for borrowers. The high 
real cost of funds plus high intermediary costs imply 
excruciating financial pressure on the productive sector. 
During 1985 interest rates continued to increase until May. 
As the result of jawboning and reduction of its own borrowing 
and lending rates by the Bank of the Republic, rates declined 
during June and July, though they still significantly 
exceeded the Government's inflation objective. 


The Central Bank has used its leverage on the banks to 
establish a maximum bank lending rate which, at the time of 
the writing of this report, was an annualized rate of 95 
percent. Further reduction of international interest rates 
would obviously help the monetary authorities’ efforts to 
reduce local rates. 


Financial System. The soundness of the financial system has 
weakened with the deterioration of the economy. Over the 
past 3 years the Central Bank has pursued a policy aimed at 
averting major disruptions to the financial system. It has 
assisted the transfer of several banking institutions to 
stronger foreign banks and has supported others through loan 
portfolio purchases and special facilities. In return, banks 
have not foreclosed on their hard-pressed clients. 
Consequently, the Uruguayan financial system appears to be 
emerging from the economic crisis in a stronger condition 
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than that of several other Latin American countries. 
However, in the process the financial soundness of the 
Central Bank itself has been weakened. In order to finance 
its own deficit in a relatively non-inflationary way the 
Central Bank has had to turn to its constituency. During 
1984 commercial banks' required reserves and obligatory 
purchase of government securities progressively increased. 
The Government was also successful in marketing its 
obligations to the public. The limits to this approach 
constitute another pressing argument for greater public 
sector fiscal discipline. 


The November 1982 peso devaluation was especially prejudicial 
to debtors with dollar loans. Although the Government has 
been pressured to assist debtors, especially in this 
category, its policy has held firm against a general 
liquidation of debts in the style of neighboring Argentina. 
However, it has agreed to seek ways to provide equitable 
treatment among different debtor classes. The new 
administration has announced a plan of assistance for those 
debtors whose companies are economically feasible. In 
general, this scheme envisages the conversion of dollar debts 
to peso debts and the refinancing of the debt at generous 
interest rates for a longer period of time. 


VI. Political Setting 


After more than 11 years of military rule, Uruguay has 


returned to democratic government. As a first step in this 
process, elections were held in November 1982 to choose 
members to the conventions of the three authorized political 
parties. In May 1983, the three authorized parties and 
military leaders opened discussions on ground rules for 
general elections in November 1984 and on a constitutional 
framework for the future civilian government. Elections were 
held as scheduled in November 1984. The Colorado Party, one 
of Uruguay's traditional parties, won, and a democratic 


government under President Julio Sanguinetti took office on 
March 1, 1985. 


VII. External Sector 


Trade. Uruguay reduced its overall current account deficit 
from some $171 million in 1983 to $129 million in 1984, 
despite higher service payments on a substantially larger 
debt. A key factor in this swing was the tourism trade 
balance, which moved from a deficit of $169 million in 1983 
to a $56 million surplus in 1984, while merchandise trade 
contributed with $192 million, $113 million less than 1983. 
However, trade data through the early months of 1985 indicate 


that Uruguay's exports and trade surplus would be less than 
in 1984. 
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Although exports failed to expand in value and volume in 
1984, Uruguay registered a less severe reduction in the 
volume and value of its imports than in earlier years. 
However, on the export side, beef--by far Uruguay's most 
important export--showed a 42 percent reduction due to 
cyclical factors and subsidized EEC competition. 


In December 1982 the Uruguayan Government announced an 
extensive modification of its tariff reduction program. As 
originally envisaged, import duties were to be reduced over a 
5 year period to a maximum rate of 35 percent by January 1, 
1988. The new program established five tariff levels ranging 
from ten percent to 55 percent in accordance with the degree 
of elaboration of the imported item (the lowest rate 
generally applies to raw material; the intermediate rates, to 
processed goods; and the highest rate to finished goods) In 
January 1983, a decree was issued establishing a variable 
surcharge on dumped exports to be calculated as the 
difference between the "normal export price" and its c.i.f. 
value. On June 13, 1985 import duties were increased 5 
percent in each level to be 15, 25, 40, 50 and 60 percent, 
exempting those negotiated at zero tariff through 
international treaties. 


To partially offset the incentive to export lost through the 
abolition of export subsidies, as well as bring the Uruguayan 
export incentive program into harmony with GATT rules, a 
decree was issued at the end of 1982 that allows the 
reimbursement of indirect taxes on exports. In May 15, 1984 
the reinbursement was limited to only the value added tax 
included in the commodity cost. To further encourage 
exports, the Central Bank in April 1984 imposed a maximum 
interest rate of LIBOR plus 2 percent for all export 
financing and required the banks to set aside a specified 
proportion of their deposit base for this purpose. Early in 
July 1985, a program of pre- and post-financing of export 
goods was established. The Government has announced, 
however, that a realistic exchange rate is to be the major 
means of export promotion. 
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Merchandise Trade 
(millions of dollars) 


1982 1983 


EXPORTS F.0.B. 


Beef 

Woo] 

Rice 92 
Fish 47 
Hides and Leather 73 
Leather Manufactures 38 
Leather Apparel 29 
Textile Products 165 
Other 281 


TOTAL 1,023 
IMPORTS C.I.F. 


Consumer Goods 102 

Capital Goods 154 103 
Intermediate Goods 434 364 
Fuels and Lubricants 420 273 


TOTAL 1,110 788 776 


Balance of Payments. During 1984, the merchandise trade and tourism 
surplus financed the larger deficit in the services account brought 
about by larger debt payments. The financial service account 
includes only interest and 

represents more than 37 percent of exports. With the deferral of 
amortizations payments on public sector debt, the size of capital 
outflows was greatly reduced, but capital flight represented in the 
errors and ommissions account of the balance of payments was still 
important, being only $84 million less than net capital inflows. 

Net international reserves at the end of December 1984 stood at $457 
million, their highest level since October 1982. Net reserve losses 
of the Central Bank amounted to $42 million, net of the effect of 
having revalued gold from $200 to $247.2 per troy ounce. 


A freely floating peso greatly reduced the incentive for Uruguayans 
to purchase in Argentina and Brazil during 1983, but during 1984 the 
situation slowly reverted due to Argentine and Brazilian 
devaluations. Uruguay's travel account, however, recorded a large 
positive movement in 1984. On the other hand, a larger foreign debt 


and possibly higher interest rates moved investment income farther 
into the red. 
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High interest rates alone are not sufficient to attract and hold on 
to financial capital. Public confidence in economic policy is also 
needed, especially in an unrestricted currency exchange 

environment. Foreign exchange deposits at private banks which were 


$1,668 million at December 1982 declined to $1,578 million at 
December 1983 and further to $1,463 million at December 1984. 
However, after the new government installation such deposits started 
a slow recuperation, reaching $1,587 million in May 1985. 


BALANCE OF PAYMENTS 
(million of dollars) 


1982 1983 


Current Account - 


1. Merchandise Trade 
Exports FOB 
Imports FOB 


2. Net Non-Financial Services 
3. Net Financial Services 
4. Net Transfers 


Capital Account 


1. Public Sector 
2. Private Sector 


Change in Central Bank 
Reserves 

Adjustments for Gold 
Transactions 

Errors and Omissions 


Foreign Debt. 


468. 
Ta. 
1,022. 
1,038. 
266. 
196. 
10. 
940. 
1,218. 
277. 
683. 


150. 
-1,261 


7 


” 


171 


305. 
1,045. 
739. 


199. 
287. 
11. 
458. 
517. 
59. 


55. 


7) 


At the end of 1984, Uruguay's public 


a 


42. 


6 3. 
302. 


9 - 134.2 


sector gross 


foreign debt stood at $3.1 billion, an increase of $2.0 billion 


since the end of 1980. 


Private and public sector foreign. debt 


together amounted to $4.7 billion, up from $2.2 billion at the 


end of 1980. 


While these are large numbers in terms of the 


Uruguayan population (three million) and per capita GDP ($1,761 
in 1984), they have to be netted against the assets which 
Uruguayans hold abroad (estimated to be at least $1 billion) and 
Uruguayan government dollar-denominated securities held locally 
(estimated at about $500 million) to obtain a more accurate 


perception of the burden. 


Much of the foreign debt problem stems from bunching of 
maturities in 1985/1986 as a consequence of rescheduling 
amortizations of public sector debt falling due in 1983-1984 and 
early 1985, and further deferral of amortizations to September 





30, 1985. How to finance those payments is one of the more 
important issues confronting the new government in 1985, which, at 


this writing (August), was in active negotiations with the IMF and 
the creditor banks. 


FOREIGN DEBT 
(millions of dollars) 


198) 1982 


 2¢yve.) 
7 


Public Sector 4 
4. 1,550.2 


1,46 
Private Sector 1,66 


4 
6 


TOTAL 3,429.3 47255.3 4,589.4 4,688.1 


Foreign Investment. In recent years, Argentines have accounted for 
most of the direct foreign investment in Uruguay, largely in the 
form of real estate. Exchange rate developments in Argentina and 
rising interest rates brought a halt to the local real estate boom 
in 1981. The value of direct foreign investment declined from $289 
million in 1980 to $49 million in 1981, $14 million in 1982 and $6 
million in 1983. 


In December 1982, the Uruguayan Government signed an agreement with 
the Overseas Private Investment Corporation (OPIC> which allows the 
latter to insure United States investments against the risk of 
expropriation, currency incovertibility, war or other conflicts 
affecting public order. By mid-1985 OPIC had insured three 
investment projects and was negotiating programs with several other 
United States investors. Other means of enhancing the investment 
climate in Uruguay were also under discussion within the government 
and with friendly countries including the United States. 


B. IMPLICATIONS FOR THE UNITED STATES 


Contrary to opinions expressed by many observers of Uruguayan 
politics prior to the March 1 takeover, the Government has elected 
to continue the liberal import regime and unrestrizted foreign 
exchange market practiced by the former administration. 

It has not imposed the high trade barriers so much used for decades 
by the same policital party now in power as well as by the lending 
opposition party. 


Although Uruguayan imports and exports have subsided both in 
quantity and in dollar value during 1980-1984, the overall U.S. 
share of the market remains steady at more or less 9 percent. 
However, investments, if any, are next to nil and fresh money is not 
as readily available as in the near past. 


Total U.S. exports to Uruguay were: C.I.F $161 million dollars in 
1980; $159 million, 1981; $189 million, 1982; $85 million, 1983; and 
$79 million, 1984. Total imports worldwide were CIF $1,680 million 
in 1980; $1,641 million, 1981; $1,038 million, 1982; $789 million, 
1983; and $736 million in 1984. The largest commodity imported from 
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the United States through the period was phosphate of ammonia for 
fertilizer. This category dropped from nearly $15 million in 1980 
to $3.4 million in 1983. In 1984 there was an upturn to $8 million 
dollars. Inventories of consumer products carried over since the 
prosperous 1980-1981 period when tariff barriers were lowered are 
now low. Some manufacturers are beginning to show renewed interest 
in buying raw materials and capital goods to back up their 
operations, especially for export. The fall in the acquisition of 
capital goods has also been dramatic and such acquisition is now at 
a level inferior to imports made before 1978. In that year, imports 
of live animals for breeding, iron and steel, electrical and 
non-electrical machinery, tractors, instruments, medical-surgical 
apparatus and other goods imported for the production of finished 
items amounted to approximately $110 million dollars. Since then, 
imports of capital goods grew rapidly through mid-1979 to a peak of 
about $226 million dollars in 1980. Imports then dropped almost 
uninterruptedly to $100 million in 1983 and to less that $66 million 
in 1984. The trend downwards seems to continue into early 1985 but 
will probably level out during the last quarter of the year as 
export transactions pick up. Total imports of capital goods 
averaged 9.1] percent of the overall import trade in 1984, down from 
13.7 percent in 1980. 


At this time of adjustment, which democracy needs after 12 years of 
single-minded ruling, it is possible that the present upturn in 
business may show a certain acceleration provided the workforce 
finds accomodation in the present political scenario. If this is 
realized, trade has no other alternative than to grow at least up to 
late 1979 levels if the country is to pay itseif out of its large 
debt. U.S. exports to Uruguay should increase also without major 
efforts. New-to-market suppliers of raw materials and capital goods 
can easily find importers, distributors, and agents among the 
survivors of the depressed period. Many are looking for foreign 
working capital and are keen to accept various forms of capital 
sharing and know-how in order to pull through these difficult 

times. Foreign credit is so important that it may even offset the 
strong competition forthcoming from Asiatic countries, Brazil and 
Argentina. American products are considered of superior quality and 
that local consumers will buy from the United States even if U.S. 
products cost more. However, lines of credit and a good outlet are 
the two elements needed to succeed in Uruguay. 


Major Projects. Funds totalling $65 million dollars authorized in 
May will help to carry over projects of the Government's 1984 
investment plan. All indications are that many public sector 
programs will remain in deep freeze while Uruguay struggles to make 
ends meet in the current depressed economy. Private sector spending 
is low as investors look for signals showing a way to trade recovery. 


While the investment climate should improve by the expectation that 
the new administration will now move to assist businesses which have 
run into debt problems, new investments will be limited given that 
there is idle capacity in the economy. Considerable emphasis is 
being given to the export sector with new financial and fiscal 





incentives being provided. The growth of the domestic market will 
remain constrained by the need to reduce the fiscal deficit as a 
proportion of GDP. This is expected to lead to tax increases as 
well as restraint in government spending. Cuts in military spending 
may well provide for some increased outlays in other areas, 
particularly housing, which is to be one of the main pillars of 
President Sanguinetti's strategy. 


It must be kept in mind that during the last decade or so, this 
country's infrastructure was greatly improved. There was much 
spending in power and in communications. Roads were built in the 
countryside, older highways were either restored or built anew, 
provincial airstrips transformed into airports, tank farms and oi] 
pipelines were refurbished to increase storage capacity. An entire 
fishing port was built (as well as a fishing industry) two power 
dams were added to an extended grid, and scores of farm and 
industrial enterprises were established and oriented to the export 
trade. However, the cost was too high and the country lost much of 
its reserves and went into heavy debt in detriment to future major 
projects. 


The largest proposed major project dear to both Uruguay and to 
Argentina is the $800 million, 50 km, international bridge from 
Colonia in Uruguay to Buenos Aires. This important link of the Pan 
American Highway has been postponed many times because of military 
resistance or some other momentary whim, but at this time of 
political coincidence there is enough will on the part of both 
governments to at least create a committee of study. This bridge 


would cross the Rio de la Plata at its narrowest point and provide 
an outlet for for grain and other exportables from Buenos Aires to 
deeper Uruguayan ports. 


Another major international project is being revived as Brazil and 
Uruguay join in an effort to improve food production in the Laguna 
Merim basin. The project originated during the last decade and 
calls for the construction of a small hydroplant and an irrigation 
dam on the Yaguaron river. The region located on the northeastern 
corner of Uruguay is one of rich soils and of agricultural 
production, especially of rice. soybeans, and beef. The total cost 
when originally planned was somewhere in the neighborhood of $230 
million dollars. In 1981 it was decided that the cost was too high 
and both countries left the project in abeyance in favor of other 
smaller programs involving drainage of large extensions of lowlands 
currently under rice and cattle production. 


The IBRD is contemplating a $70 million dollar loan to the 
government power monopoly UTE to assist the agency in its 1985-1989 
Investment Plan which will require project management, several 
evaluation studies, and purchases of equipment, among them turbines, 
and other mechanical and electrical elements or the old Terra 
hydroplant with long overdue maintenance problems. The same banking 
institution is also contemplating a $9 million dollar loan to the 
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government waterworks agency OSE, which is in need of technical 
assistance and equipment. 


Among the several private sector projects, one of international 
interset is the Azucitrus development located in the county of 
PaysandU where oranges, lemons and other fruits grow in large 
quantities destined to foreign markets. Several financing 
institutions are interested in the project, among them the World 
Bank and the Inter-American Development Bank. This project involves 
the purchase of land, extensive plantations of citrus fruits and 
also trees (in the nearby county of Rivera), the latter as raw 
material for packaging, irrigation equipment, and general farm 
infrastructure. Together with the CALNU expansion of vegetable and 
wine production a little farther north in Artigas, where the IBD and 
the Interamerican Foundation are assisting in funding irrigation 
systems and in providing know-how, the Azucitrus project should help 
develop the region substantially. 


U.S. Trade Promotion Events. The only international event where 
nations and foreign firms show their products to a large Uruguayan 
audience is the Prado Fair. The Embassy, with USDOC and USIS 
assistance, successfully organized a United States Pavilion for 
American companies and for local representatives of American firms 
for the August 1985 presentation. A similar effort is planned for 
1986. United States suppliers interested in participating should 
contact the Commercial Section of the Embassy or the Regional Export 
Development Office of the United States Department of Commerce in 
Sao Paulo, Brazil, for details. 
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BLINDFOLDED? bring you detailed information on overseas trade and 
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copies of Understanding United States Foreign Trade 
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US. total trade deficit 
figure for 1984? 
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The answer is all of them. Find out why in Understanding 
United States Foreign Trade Data. 


This 190-page book is the newest aid published by the U.S. 
Department of Commerce to explain the different foreign trade 
classification and valuation systems and other factors that 
complicate the understanding of U.S. foreign trade data. Divided 
into two parts, Understanding United States Foreign Trade 
Data is an invaluable resource for both occasional data users 
and trade specialists who utilize detailed U.S. foreign trade 
data in their day-to-day work. Part | provides an overview of 
U.S. foreign trade data and their uses. Part || describes various 
data series in detail, explains how to avoid problems when 
using the data, and provides guidance for performing analyses. 
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About Foreign Investment 


That is why the U.S. Department of Commerce monitors 
foreign direct investment in the United States. Its Office of 
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individual foreign direct investment transactions. 
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developments in foreign direct investment transactions in the 
United States during the covered ten-year period. 
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